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KEY ECONOMIC INDICATORS 


All values in millien US$ 
unless etherwise stated. 


NATIONAL INCOME AND 1 
EMPLOYMENT ($billions) 


GNP at current prices, ef which: 
Agriculture 
Industry 
Other 
GNP at censtant 1968 prices 
Pepulatien (millions) 
Per capita GNP at curgent — 
Empleyment (millions) 
Average unemployment rate (2)? 


MONEY AND PRICES 


Meney supply (TL millions) 53,253.0 70, 
External debt (repayable in fereign 

exchange) 2,300.0 as 
Central Bank rediscount rate (%) 8.0 
Wholesale price index (1963- -100)* 199.3 
Ankara cest of living (1968-100) 151.2 
Istanbul cest of living (1968-100) 149.1 


BALANCE OF PAYMENTS AND TRADE 


Gold and foreign exchange reserves 
Worker remittances (1974 Jan-Mar) 
Experts (FOB) (1974 Jan-Mar) 

U.S. Share (1974 Jan) 
Imperts (CIF) (1974 Jan-Feb) 

U.S. Share (1974 Jan) 


300.0 


654.0 
8.75 
239.6 
176.3 
172.1 


Exchange rate: US$ l= TL 14 
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N.A. 

8.75 
289.7 (FEB) 
197.3 (MAR) 
191.3 (MAR) 


2,146.6 (APR) 
284.1 
505.7 

12.2 
440.5 
22.9 


(1) National income data are provisional and based en March 1974 data, the 


latest available. 


(2) Active labor force, including workers abroad and military/gendarmerie. 


(3) Officially reported data. 


(4) Annual average 1972 and 1973; figures exclude rent factor. 





SUMMARY 


During 1973 the Turkish economy continued to expand, but the 
real growth rate of 5.5 percent was lower than that of the 
several preceding years. A heavy program of investments in 

the next few years to develop domestic resources and basic and 
intermediate industries under a very ambitious Five-Year Develop- 
ment Plan should contribute to further growth. Nevertheless, the 
economy faces problems of a high rate of unemployment and a 
sharp rate of inflation that may reach 30 percent or higher during 
1974. Foreign exchange reserves are strong, in large part at- 
tributable to the surge of remittances from roughly a million 
Turkish workers employed in Western Europe. ‘These reserves 
should remain adequate for the next couple of years despite 
increased payments for imports, and notably petroleum, at much 
higher prices. 


Following the elections in October 1973, three and a half months 
passed before a Government could be formed. The new RPP-NSP 
coalition has announced its intention of carrying out extensive 
economic and social measures. Business groups indicated general 
approval of the objectives of the Government's program but are 
waiting for clearer indications of the implications of some of the 
proposals. The private sector has subsequently indicated considerable 
concern as to the Government's intentions with respect to that sector. 


Turkey's continuing good growth and substantial investment programs 
offer an attractive market for exports of U.S. goods and services, 
but competition is intense. Foreign investment is welcomed, but 
subject to a number of conditions. It may be subjected to closer 
scrutiny in some areas under the new Government's program. 





CURRENT ECONOMIC SITUATION AND TRENDS 
Continued Growth with Problems 


The Turkish economy continues to expand, although during 1973 
the rate of real growth of 5.5 percent was the lowest in several 
years. The slower growth was mainly due to a 9.7 percent 
decline in agricultural output. Expansion in the industrial sector, 
nevertheless, was 13 percent, which represents the highest growth 
rate in recent years. 


Turkey is now in the second year of its Third Five-Year Plan 
(1973-1977). The current plan places heavy emphasis on rapid 
industrialization. It aims particularly at early development of 
intermediate goods industries, import saving investment goods, and 
mineral and fuel resources. ‘Targets are for average growth of 
GNP of 7.9 percent per year and industrial output by 12 percent 
per year. (Actual results for 1973, the first year of the current 
plan, are reported above.) The Third Five-Year Plan postulates 
a very ambitious rate of domestic savings and investment. By 
1977 it expects that 26 percent of GNP will be invested annually 
(compared to a rate of 21 percent at the beginning of the Plan 
period). It is being recognized increasingly that meeting this 
investment target will place a very heavy additional burden on 
the economy which is already subject to strains of structural 
adjustment and sharp inflation. (It would require saving 38 
percent of each additional lira of GNP, a severe restraint on 
consumption. ) 


Two serious problems facing the Turkish economy -- i.e., 
unemployment and inflation -- are likely to get worse during 1974. 
Unemployment and underemployment in Turkey are recorded 

officially at approximately 11 percent of the labor force, although 
this is believed to be understated. The unemployment problem 

has been alleviated in recent years by the absorption of approximately 
one million Turkish workers in jobs in Western Europe, mostly in 


Germany. During 1973, 135,000 new workers were recruited for 
employment abroad. Late in 1973, however, an economic slowdown 


was felt in Western Europe as a result of the international 
petroleum crisis. Consequently, Western Germany suspended 
the further recruitment of migrant workers in Turkey. If the 
suspension continues, the unemployment problem in Turkey will 





be exacerbated. It is not expected that workers already employed 
in Western Europe will be returned to Turkey in any significant 
numbers. If large numbers of workers should be forced to return 
to Turkey, it would create serious political and social, as well as 
economic, strains. 


Consumer prices have increased on an average a bit less than 20 
percent annually for the past three years. In February, to reduce 
the burden on the budget, the Government authorized price increases 
for products of State-owned enterprises ranging from 20 to 100 
percent for seven basic commodities, including iron and steel 
products, petroleum products, wool and cotton textiles, sugar, paper, 
and cement. The higher prices for these basic commodities will be 
reflected in prices of other goods and services, and it is expected 
that virtually all consumer prices would be affected. Some believe 
that consumer prices will increase by 30 percent and, possibly, more 
during 1974. 


Early in 1974 the biennial round of collective bargaining began for 
some 550,000 workers mostly in the public sector. A number of 
public sector contracts have already been concluded with indicated 
wage increases of some TL 20 per day (circa $1.50). These 
settlements average out between 20 and 40 percent of wages per 
year. The Government appears to be accepting these costly settle- 
ments to compensate low wage and income earners for the higher 
consumer prices. A similar pattern of settlements is expected 

to prevail when collective bargaining in the private sector is stepped 
up. Some labor unrest may ensue as a result of some employers 
resisting the high cost of settlements. 


During 1973 a slump in agricultural production, following bumper 
harvests in 1971 and 1972, reduced agricultural performance to 
somewhat near the trend line growth of four percent per year. 
Although the quantities of farm produce fell, higher prices received 
by farmers maintained the substantial gains in rural prosperity 
registered in 1971 and 1972. Prospects for agricultural production 
during 1974 are good, with the drought now broken. The most 
notable soft spot is the Anatolian wheat crop. Barring even more 
substantial Government subsidies, higher input cost will reduce 
producer returns. Even so, it appears likely that adequate 
fertilizer and fuel supplies are available for Turkish agriculture 





through the 1975 harvest. Imports of wheat and sugar are expected 
to push 1974/75 agricultural imports to record levels. But, 

export earnings from agriculture should be three to four times 
larger than food import requirements. 


Balance of Payments Less Concern 


After many years of weakness, Turkey's balance of payments 
position has improved greatly, and foreign exchange reserves 
have risen strongly since 1970. By late 1973, foreign exchange 
reserves had grown to over $2 billion (equivalent to about eight 
months of projected 1974 imports). The more favorable interna- 
tional payments position has been due to several factors; i.e., 
good growth and diversification of exports, growth of tourism 
receipts, and, particularly, to the strong surge of remittances 
from Turkish workers abroad. During 1973 exports increased 
by 49 percent in value whereas imports rose by 34 percent. 
(Turkey still had a deficit on trade of $782 million, however. ) 
For the first quarter of 1974 Turkish imports were running 58 
percent in value over the corresponding period of 1973, and 
exports showed an increase of 62 percent. Remittances from 


workers abroad rose by 60 percent to nearly $1.2 billion during 
1973. For the first three months of 1974 these remittances are 
42 percent higher than during the corresponding period of 1973. 
It seems likely that worker remittances will reach $1.5 billion 
during the current year even with recruitment of new workers 
virtually suspended. 


The sharp increase in the world price for crude petroleum, which 
took place at the end of 1973, will cost Turkey approximately $500 
million additional for crude oil imports during 1974. With higher 
prices for oil and other commodities purchased from abroad, and 
with heavy demand for many import items to meet the requirements 
of an ambitious development program, there may be some reduction 
of Turkey's foreign exchange reserves in the next few years. How- 
ever, as the reserves are at a relatively high level, and with fairly 
strict exchange controls in effect, the reserves should remain 
adequate for the next two years, at least. 





New Government's Program 


In September 1973 the martial law which had been in force in 
several provinces since early in 1971 was finally lifted. National 
elections were held in October with no party receiving a majority. 
A coalition between the Republican People's Party (RPP) and the 
National Salvation Party (NSP) was formed, with a small majority 
in Parliament, only after a lapse of three and a half months of 
unsuccessful efforts to put together a Government. Despite this 
political uncertainty, there were no apparent threats to domestic 
stability and order. 


The new coalition Government presented a program, which was 
approved by Parliament on February 1, consisting of a lengthy 
statement of measures to be carried out for social progress and 
economic development. Among the measures are extension of 
social security, reconsideration of land reform, revision of the 
tax system, creation and regulation of a capital market, revision 
of banking legislation, promotion of domestic heavy industry and 
defense industries, emphasis on domestic hydraulic and coal- 


powered sources for electric power production, greater processing 
of domestic ores in Turkey before exportation, revision of existing 
petroleum legislation, encouragement of exploration for coal, 
petroleum, and natural gas; creation of a ''people's sector'' to 
operate alongside the existing public and private sectors, encourage- 
ment of foreign investment in Turkey consistent with its national 


! 


interests, and nationalization of the borax industry "in accordance 
with existing law'’. Initial business reaction to the Government's 
program was generally one of approval of the proposals for economic 
and social progress but with some reservations regarding the way 

in which the Government might intend to carry out the rather 
generally stated objectives. The private sector believed that, in 
particular, the Government's plans for the new "people's sector'"' 
required clarification. In the several months since the new 
Government took office, leading spokesmen for the private sector 
have publicly expressed growing concern with respect to what the 
Government's policy may be regarding the private sector, particularly 
because of statements made by some Government Ministers. In 
April several key representatives of private industry and employer 
groups, in succession, said new investment was virtually at a 





standstill because of uncertainty about Government policy. Prime 
Minister Ecevit told representatives of the press on April 20, 
with reference to complaints by the private sector, that none of 
the measures taken by the Government thus far justified such 
anxiety. 


The Government has not yet introduced legislation for carrying 

out major aspects of its program because Parliament has thus 

far been heavily occupied with an amnesty bill and with the 1974 
budget legislation. The Turkish Constitution requires that Parliament 
approve the budget legislation before the beginning of each fiscal 
year (running from March 1 to February 28). Because of the 

delay in the formation of the RPP-NSP coalition, Parliament 
approved a provisional budget for the three-month period ending 
May 31 to give it time to consider a regular budget proposed by 
the new Government. The TFY 1974 budget which is now being 
considered calls for expenditures of TL 82.5 billion ($5.9 billion), 
an increase of 31.5 percent over the 1973 budget. Revenues are 
expected to be TL 76.5 billion ($5.5 billion), an increase of 30.8 
percent over actual TFY 1973 receipts. The deficit of TL 6 billion 
will be met by long-term domestic bond issues. While programs 
under the budget are not yet known in detail, it does not appear 
that this budget will in itself add to the inflationary pressures on 
the economy as long as the deficit can be financed as proposed. 


IMPLICATIONS FOR THE UNITED STATES 


Growing but Highly Competitive Market 


Turkey's continued good growth rate over the past decade along with 
the ambitious goals of its current development plans and a back- 
ground of relative political stability offer growing opportunities for 
U.S. exports of goods and services. The market is selective, 
however, and it is highly competitive. 


Turkey offers a growing demand for a wide variety of intermediate 

and capital goods and services, even though current import restrictions 
preclude purchase from abroad of most consumer-type products. 
Turkey's current Five-Year Plan is part of a 22-year development 





strategy extending through 1995 which aims at profound structural 
changes in the economy. Investments of $20 billion, roughly 
divided between the public and the private sectors, are projected 
during the current Five-Year Plan, 1973-1977. A wide range of 
opportunities exist for sales of goods and engineering services. 
These include construction of food-processing and handling 
facilities; establishment of chemical, fertilizer, and pulp and 
paper production; modernization and expansion of railroad, high- 
ways, and air transportation systems; development of mineral 
resources and ore-processing plants, and expansion of basic 
infrastructure, particularly thermal and hydro-electric power 
plants, to make use of domestic fuel resources. The huge 
Elbistan project, to produce electric power from domestic 

lignite, is accorded the highest priority. The Government of 
Turkey is preparing also to go ahead with a project for the 
construction of its first nuclear power plant. An agreement has 
been signed with Iraq for the construction of a petroleum pipeline 
from Kirkuk to Turkish port facilities at Iskenderun. The Turkish 
Parliament has not yet ratified the agreement, however. Although 
there is some disagreement, Turkish sources are hopeful that a 
natural gas pipeline will be built from Iran across Turkish 
territory. This project, if it goes ahead, would presumably 

also require construction of a gas liquefaction installation at a 
Turkish port. A measure of Turkey's rising import needs (even 
after discounting price increases) is shown by the setting of import 
quotas for 1974 at $3 billion, which is 45 percent higher than 
actual imports during 1973. 


To gain a share of Turkey's promising import prospects, U.S. 

firms must be prepared to work aggressively. The nine countries 
of the expanded European Economic Community taken together 
account for 55 percent of Turkey's current imports versus 9 

percent from the U.S. Canada and Japan, although they have 

much smaller market shares, have been making considerable 

efforts to increase their exports to Turkey. U.S. businessmen 

with the high quality of their products and reliability of performance 
can gain a growing share of Turkey's expanding import requirements, 
but they must be prepared to meet intense competition. 


Some Foreign Investment Welcomed 


Existing legislation and Turkish Government policy welcome foreign 
investment under certain conditions; i.e., that it contributes positively 





to economic development, does not displace Turkish private 
enterprise, introduces new technology, contributes to exports, 

and does not entail a monopoly or special privilege. Since the 
adoption in 1954 of Law 6224, the Foreign Investment Encourage- 
ment Law, approximately 120 investments by foreign firms have 
been made in accordance with its provision. (Just under a fifth 
of that number of investments have involved U.S. firms.) Despite 
the favorable legislation, investors report considerable difficulty 
and delays in processing their investment proposals with interested 
Ministries and agencies prior to obtaining Government approval. 
Established companies with foreign participation continue to have 
difficulties with the interpretation of laws and regulations applicable 
to their day-to-day operations in Turkey on matters such as price 
levels, profit remittances, and employment of non-Turkish 
managerial or technical personnel. 


The new Government's program indicates that foreign investment 
may be kept under closer scrutiny in some respects. The program 
states that foreign capital will continue to be encouraged provided 
that it introduces advanced technology or is export-oriented. The 
program states, moreover, in this respect that the ''State's 

power to direct the economy will be meticulously safeguarded" and 
that "profit transfers with respect to foreign capital will be kept 

at reasonable levels.'' The Petroleum Law, governing petroleum 
and natural gas exploration and production, is to be reviewed and 
the program states ''provisions incompatible with our national 
interests will be changed." It further states that "the extraction 
and management of underground resources will be regulated by the 
State'' and meanwhile borax minerals will be nationalized "within 
the limitations of the law." In connection with the foregoing, it 
should be noted that foreign investment in petroleum exploration 

has been regularly permitted, but foreign investment has been 
virtually excluded from the mining sector in Turkey in recent years. 
Exactly what is intended for these sectors, pursuant to the rather 
genfral statements in the program, will become clear only when 
the Government introduces specific legislation or procedures. 


Meanwhile, there is growing recognition that domestic savings are 
unlikely to be adequate to finance the very heavy domestic investments 
required to meet the growth targets of the current Five-Year Plan. 





A greater inflow of private foreign investment could help to 
meet this gap. Greater awareness of this need in the months 
ahead could possibly lead to better receptivity to foreign investment. 


Greek-Turkish Offshore Rights Dispute 


Heightened interest in oil prospecting as a result of the sharp 
increase in crude oil prices, as well as the approaching 
International Conference on Law of the Sea, has helped to 
intensify a dispute between Greece and Turkey regarding offshore 
rights in the Aegean. The dispute centers on the determination 
of the offshore and seabed rights between the Turkish land-mass 
and the Greek islands which lie close to the Turkish Aegean coast. 
U.S. firms interested in petroleum exploration activities in the 
area, either under license by one or the other Government or 
providing services under contract for such activities, should 
consider carefully the implications of the dispute for their 
operations in the area as a whole. 


% U. S. GOVERNMENT PRINTING OFFICE: 1974—582-874/8 3-1 





775 7 set? 








